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Busted -> Balanced Space Equity Sensitive

* CDS Hedges ¢ Full Dynamic Hedging Suite of * Interest Rate Exposure is
« Short Equity/DOOM®™ Puts Products available minimal
serving as CDS proxies * Equity/CDS/Stock/Options/Rates * Can set up “Synthetic Put”
« Overlay of Macro Hedges — VIX profile with short stock paired
Products, CDX Indexes, Tail Risk with Convert

Products



Bond Floors
vulnerable to

( Equ_l'gy ( Distressed
Sensitive

Balanced
and Busted
Space

Space

Space

Full gamut available
to convertible
manager

Balanced portion of
curve allows for
dynamic delta,
gamma and vega
hedging

Bond Floors
generally in tact and
solid

Little Conversion
Premium

Little Interest Rate
Risk

Ability to create
synthetic puts

idiosyncratic risk
more generally but
also to systemic risk
as proven in 2008

Negative gamma -
does not act like a
long volatility
product!

Where convertible
arbitrage “fails” as
a volatility or
relative value
strategy




Convertible Arbitrage- Where Have We Been

\

e Afairly consistent strategy generating consistent
returns -- except when it doesn’t.

e Subject to periodic upset and dislocation.

e A relatively small market, servicing an overcrowded
strategy.

e Valuation - stretched with participants having the
same positions and risk profiles.

e Leverage often running 3x-4x in order to generate
returns.



Late Summer/Fall 2008 —
The Collapse of an Asset
Class

* Collapse of Lehman
* Short Sale Ban on Financials

* Breakdown of Prime Broker
Model — No Financing

* Fire Sale Prices due to Forced
Liquidations — No Marginal
Bid for Convertible paper

5667 * 5

Late Fall 2008/Early 2009
— Stemming the Tide

« ‘Gates’ went up for many
funds

e Deleveraging (mostly forced)

e Cross-over Buyers — Equity,
Credit and Opportunistic
buyers emerge

* Corporate Buybacks

668

Spring 2009 - Repair and
Recovery

* Credit Spreads at Historic
Wide Levels

* Equity Levels at 10 year lows

* Market dysfunction was
largely complete at this Time

e Completion of the ‘Bank
Stress Tests’ solidified
burgeoning rally which
persisted the rest of 2010



Loss of
Equity

Forced
Liquidation
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remarkable relief rally of 2009
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* Enhanced downside protection— VIX products(Exchangelisted)/DOOMMPut
Options (Exchange Listed) /CDX Products (currently OTC).

e Liquidity Monitoring and Management — devising hedges or preparing liquidity
management contingencies was clearly needed and sadly has been a recurring
theme in our markets — solvency and not getting caught in the “Liquidation Cycle” is
paramount and a source of tremendous opportunity for those firms that are buying
when the crowd is selling.

e Robust cross margining and multiproduct abilities within an exchange based system
would be a welcome tonic to the complicatedbilateral credit agreements that
pervade the OTC world.

» Counterpartyrisk mitigation via central clearinghousesis an excellent first step - but
even more progress toward exchange listed products with the credit products world
would be a welcome piece of transparency and price discovery in an otherwise
opaque system.



* The information contained herein is based on sources believed to be reliable; however, we do not represent
that this information is accurate, current, or complete and it should not be relied upon as such. Opinions,
estimates, and projections within represents the individual author’s personal opinions, and should not be
construed as the opinions or investment strategy of Concept Capital or its affiliated companies, shareholders,
directors, officers and/or employees. Concept Capital, Inc. is a division of Sanders Morris Harris, Inc.
Securities offered through Sanders Morris Harris, Inc, a registered broker dealer with the Securities and

Exchange Commission (SEC} and a member the Financial Industry Regulatory Authority (FINRA}. All rights
reserved.



